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Wisconsin Medicaid Program 
Inpatient Hospital State Plan 

Method and Standards For Determining Payment Rates 

SECTION 1000 
OVERVIEW OF INPATIENT HOSPITAL REIMBURSEMENT 

This sectionis a brief overview of how reimbursementto hospitals is determined for inpatient services that are 
provided by hospitalsto eligible recipients of the Wisconsin Medicaid Program (WMP). The WMP uses a 
reimbursement system whichis based on Diagnosis Related Groupings (DRGs). The DRG system covers acute 
care hospitals and hospital from the DRG system are rehabilitationinstitutionsfor mental disease (IMDs). Excluded 
hospitals, State IMDs and State veterans hospitals which are reimbursed at rates per diem. Also, reimbursementfor 
certain specialized services are exempted from the DRG system. These include acquired immunodeficiency 
syndrome (AIDS), ventilator-assisted patients, unusual cases and brain injurycases. Special provisionsfor payment 
of each of these DRG exempted services are includedin the plan. As of July 1, 1995, organ transplants are covered 
by the DRG system. 

The WMPDRG reimbursement system uses the grouper that has been developed for and used by Medicare, with 
enhancementsfor certain perinatal, newborn and psychiatric cases. The grouperis a computer software system that 
classifies a patient's hospital stay on the diagnosis of andinto an established diagnosis related group (DRG) based 
procedures provided the patient. The WMP applies the Medicare grouper andits enhancementsto Wisconsin
specific claims datato establish a relative weight for each of 550 DRGs based on statewide average hospital 
costs. These weights are intendedto reflect the relative resource consumption of each inpatient stay. For example, 
the average hospitalization with aDRG weightof 1.5 would consume50 percent more resources than the average 
hospitalization with a weightof 1.O,while a hospital stay assigned a with a weight of.5would requirehalf the 
resources. 

Each hospitalis assigned a unique "hospital-specific DRG base rate". This hospital-specific DRG base rate 
includes an adjustmentfor differences in wage levels betweenruraland metropolitan areas throughout the state. 
This rate also includes an amount, based on the hospital's historical costs, for capital for direct costs of 
medical education programs. For some hospitals, the rate also includes addition4 amounts for a serving a 
disproportionate shareof low-income persons or for the hospital being locatedin a rural area. 

Given a hospital's specific DRG rate and the weight forDRG into which a stayis classified by the grouper, 
payment to the hospitalfor the stayis determined in multiplying the hospital's rate by the DRG weight. 

A "cost outlier" paymentis made when the costof providing a service exceeds a pre-determined "trimpoint". Each 
inpatient hospital claimis tested to determine whether the claim qualifies for a cost outlier payment. A length-of-stay 
outlier paymentis available upon a hospital's request in disproportionate sharefor children under six years of age 
hospitals andfor children under age onein all hospitals. 

For additional information, contact: 
267-9589 (608)Telephone Unit Hospital 

Bureau CareofHealth Financing 
1 W. Voice/TDDWilson 250 1-800-362-3002 
P. 0.Box 309 
Madison, Wisconsin 53701-0309. 
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DRG. DRG means Diagnosis Related Groups whichis a patient classificationsystem that reflectsclinically similar 
groupings of services that of hospital resources.can be expectedto consume similar amounts 

Hospital-Specific DRG BaseRate. The payment rate per discharge whichwill be calculated for and assignedto 
each hospital by the Department for the rate year. This is multipliedto establishis the rate by which a DRG weight 

for an individual inpatientthe amount of payment stay. Some provisions may allowthis rate to change during the 
rate year. 

IMD. Institutionfor Mental Disease, as defined in 42 CFR 435.1009. When used in this Plan, IMD means "hospital IMD". 

Long Term Care Hospital. An acute care hospital reimbursed by Medicare under the Medicare prospective 
payment systemfor long-term care hospitals(LTCH). 

Non-Border Status Hospital. A hospital not locatedin Wisconsin and which has not beencertified by the WMAP 
as a border status hospital. 

Prospective Rate per Diem. The hospital-specific ratefor each day of service. 

Rate Year. The twelve month period from July 1 through June 30 during which rates established under the annual 
rate update areto be effectivefor most, if not all, hospitals. 

Rehabilitation Hospital. A hospital that provides intensive rehabilitative services for conditions suchas stroke, 
brain injury, spinal cord injury, amputation, hip fractures, and multiple traumato at least75% of its patient population. 
IMD hospitals cannot be considered rehabilitation hospitals under the provisions ofthis plan. 

WMAP. Wisconsin Medical Assistance Program, also referredto as Medicaid, Medical Assistance (MA) or 
Title XIX. 

* * * * * * * H * H * H m f * H * * H * * ~ ~ H  

SECTION 3500 
DIFFERENCESIN RATE SETTING BETWEEN 

IN-STATEHOSPITALSANDOUT-OF-STATEHOSPITALS 

3510 HospitalsLocated in Wisconsin 

General hospitals and most specialty hospitals located toin Wisconsin (in-state hospitals) are reimbursed according 
the DRG based payment method described in section5000 herein. All inpatient stays are reimbursed under the 
DRG based payment method except AIDS patient care, ventilator patient care, unusual cases and brain injury care 
w i l l  be reimbursed under the alternative payment methods describedin section 7000 if the hospital requests and 
qualifies for the alternative reimbursement accordingto section 7000. As of July 1, 1995, organ transplants are paid 
under theDRG based payment method. 

Certain specialty hospitals are reimbursed under a rate per diem methodology, not the DRG based payment system. 
Rehabilitation hospitals as definedin section 3000 are paid a per diem rate accordingto section 6300. The State's 
mental health institutes are paid under the payment rates describedin section 6200. State operated hospitals which 
primarily service military veterans are paid under the payment rates describedin section 6250. 

Administrative Adjustment of Rates. In-state hospitals may request an administrative adjustmentto their payment 
rates under the criteria described in thatin section 11000. The due dates for requesting adjustments are described 
section. 

Use of Cost Report In Rate Setting. An in-state hospital's audited cost reportis required for establishing certain 
components of the hospital's specific payment. The specific components include the disproportionate share 
adjustment (§5240), therural hospital adjustment (§5260), outlier payments (§4322), capital cost payments (55420) 
and the direct medical education payments ($5520). 

Page 3 (711197. TN 974313) 
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SECTION 5000 
DRG BASED PAYMENT SYSTEM 

FOR IN-STATE HOSPITALS ANDMAJOR BORDER STATUS HOSPITALS 

5010 INTRODUCTION 
A hospital is paid a prospectively established amount for each discharge the DRG based payment system.In 
the Department's annual rate update, a "hospital-specific DRG base rate"is calculated for each hospital. This rateis 
the resultof adjusting a "standard In addition, if the hospitalDRG group rate" for the wage area of each hospital. 
qualifies, the rate includes disproportionate share ($5240) or rural hospital adjustments($5260). As of July 1, 1997, 
the hospital-specific DRG base rate includes payment for capital costs($5400)and direct medical education costs 
($5500). As of July 1, 1999, the indirect and direct medical educationcosts are not includedin out-of-state hospital
specific DRG base rates. Asof July 1, 2003, an indirect medical education cost adjustmentis not includedin any 
hospital-specific DRG base rate. 

For each Medicaid recipient's stay, a hospital's specific DRG base rateis multiplied by the relative weighting factor 
for the diagnosis related group (DRG) which appliesto the hospitalstay. The result is the DRG paymentto the 
hospital for the specific stay.In addition to the DRG payment, an "outlier" payment may be made to the hospital for 
very high cost cases which are described of stayin sections 5321 through 5324 or for certain very long lengths 
which are describedin sections 5331 through5334. 

5020 HOSPITALSCOVEREDBYDRGSYSTEM 
Most general, specialty and IMD hospital providers will be paidin Wisconsin and most major border status hospitals 
according to the DRG based payment system describedin this section5000. Minor border status hospitals, out-of
state non-border status hospitals, rehabilitation hospitals, and State operated IMD hospitals and veteran hospitals 
are not covered by this section 5000. 

5030 SERVICESCOVEREDBY DRG PAYMENTS 
All covered services provided during an inpatient stay, except professional services describedin 95040, shall be 
considered hospital inpatient services for which paymentis provided under this DRG based payment system. 
(Reference: Wis. Admin. Code, HSS 107.08(3) and(4)) 

All inpatient stays are reimbursed under DRG based payment method except AIDS patient care, ventilator 
patient care, unusual cases and brain injury will be reimbursed under the alternative payment methods 
described in section 7000if the hospital requests and qualifies for the alternative reimbursement accordingto 
section 7000. 

As of July 1, 1995, organ transplants are coveredby the DRG based payment method. 

5040 PROFESSIONALSERVICESEXCLUDEDFROMDRGPAYMENTS 
Certain professional and other services are excluded from the DRG payment system. Professional services must be 
billed by a separately certified provider and billed on a claim form other thanUB-92 hospital claimform. The 
following in the capacityof: 

Physicians 

Psychiatrists 

Optometrists 
Hearing aid dealers 

Pharmacy, for take home drugs on 
the dateof discharge 

Psychologists Audiologists Durable medical equipment and 
Podiatrists Physician assistants supplies for non-hospital use 

Nurse midwives Independent nurse practitioners Specialized medical vehicle 

Chiropractors Anesthesia assistants transportation 

services are excluded, when the professionals are functioning 

Certified registered nurse anesthetists Air.Dentists andland ambulance 
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5100 STANDARDIZEDDRGPAYMENTFACTORS 

Certain standard factors are for services coveredused in the determining the amount of payment hospitals receive 
by the DRG based payment method. The Department adjusts these standard factors for rate year, July 1 
through June30. They includethe DRG grouper,the DRG weights andthe standard DRG group rates. 

5130 DRG Grouper 

The DRG grouper is a patient classification software system which resultsin a patientstay being classifiedinto one 
"diagnosis related group" (DRG). The WMP DRG reimbursement system the grouper developed for Medicare 
based on "major diagnostic categories" (MDCs). For newborns, has enhanced the grouper's MDC15, 
Newborns and Other Neonateswith Conditions Originatingin the PerinatalPeriod. For psychiatric stays, the 
grouper's MDC 19, MentalDiseases and Disorders,is also enhanced. 

Annually, beginning with July1, 1992, updated versionsof the Medicare grouperwill be used by theWMP. The 
Medicare grouper version, whichis releasedby CMSfor useby Medicarebeginningon October Iof each calendar 
year, will be implementedfor MA discharges occurringon and after July1 of the subsequent calendar year.(For 
example, on October 1, 1991 CMS beganto use VersionIX of the Medicare grouper. Therefore, for dates of 
discharge on and after July1, 1992, the WMP will apply that VersionIX grouper.) 

5140 DRG Weights 

DRG weights reflect therelative resource consumptionof each inpatient stay. The weights are determined from an 
analysis of past services provided by hospitals, the claim charges for those services andthe relative cost of those 
services. WMP recipient inpatient hospital claims are usedin order thatthe weights which are developed are 
relevant to the types and scopeof services providedto WMP recipients. 

Annually, beginning with July1, 1992, revisedDRG weights will be established based on( I  ) the updated version of 
the Medicare grouper,(2) more current claims information (3) more current inpatient hospitalcost report 
information. 

5140.7 Claims Used. Claims for a period of at least three years for WMP certified hospital providersin Wisconsin 
are used. The selected period of claimsis not to end more than twenty-four months nor less nine months prior 
to the July 1 st day on the revised DRG weights areto be implemented. Claims not covered by WMP's DRG 
based payment system arenot used. These are claims for which paymentis made atrates determined under 
Sections 6000 and 7000. Also not used are claims from any hospital designated a critical access hospital (CAH) 
during the selected period of claims. This exclusion of claims applies to hospitals newly designated asCAH or 
discontinuedas a CAH anytime during the selected period of claims.. 

5140.2 Cost Report Used. The WMP uses the cost report for each hospital's most recently completed reporting 
period for which an audit adjusted cost reportis available to the Department as of the February 28th date prior to the 

DRG weights are to be implemented exceptJuly 1st day on which the revised the Department may,at its option, use 
audited cost reportsit receives later. Costs are inflated as described below for the calculationof weights. 
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5740.3 Weights Calculated. 

The updated versionof the Medicare grouper describedin section 5130 above is applied to the historical claims from 
the period describedin subsection 5140.1 above. Each claim is classified to and assignedits appropriate diagnosis 
related grouping (DRG) bythe grouper. 

The cost of each inpatient hospital claimis calculated. This is a hospital-specific claim cost that requires correlating 
the services charged on the claim to related cost centersof the hospital's cost report. For each claim, 
accommodation charges for the hospital stay are multiplied by the cost-to-charge ratio of accommodation cost 
centers in the respective hospital's cost report. The resultis the costof accommodations for the hospital stay. 
Ancillary service charges are multiplied by the cost-tocharge ratioof ancillary cost centersin the respective 
hospital's cost report providing acost for ancillary services Acquisition charges for transplanted organs are 
multiplied bycost-tocharge ratios for the respective organ. The resulting accommodation cost, ancillary service 
cost and organ acquisition costsof each claimis summed resultingin the total costof the inpatientstay. 

The cost of each inpatient stayis further standardized (or adjusted) for area wage differentials and reduced for the 
cost attributedto capital costs, direct medical education costs and outlier costs. 

Each claim's costis inflated by an inflation multiplier to the current rate year. The inflation multiplieris derived from 
indices in the publication, "Health-Care Cost Review", thatis published quarterly by Global Insight, Inc.. Specifically 
used are the total market basket indices from the tables 'CMS Hospital Prospective Reimbursement Market 
Basket." 

The average cost of the claims by each DRGis calculated. Also, a combined overall average costof all DRG 
claims is calculated. However, excluded from this overall average are claims grouped toMDC 15, Mental Disease 
and Disorders, for Milwaukee County Mental Health Center. The weight for each respective is the average cost 
of the respective DRG's claims divided by the combined overall average In this way, weights are established 
for over 550 DRGs. 

Random anomalies and incongruities of the prior yearin the resulting weights are reviewed and analyzed in the light 
weights and the cost and volume of claims involved. The questioned DRG weights are adjusted,if considered 
appropriate, toa reasonable amount based on the analysis.It should be noted that low-volume DRGs are especially 
vulnerable for significant year-to-year swingsin their weight. A significant decreasein the weight of any individual 
DRG is limited unless cost, volume and central tendency and deviation data justify the significant A listing 
of the resulting proposed and finalDRG weights are disseminated to in-state and major border status hospitals. 
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5140.4 Cochlear Implants. 
A separate weighting factoris provided for inpatient hospital stays for cochlear implants. Paymentis available upon 
written request by the hospital for payment at this weightis only available for a claim that covers cochlear 
implant surgery and thecost of the apparatus. Thisis a lowvolume inpatient procedurefor Medicaid recipients but 
is significantly more expensive than in whichthe broadly inclusiveDRG #49, major head and neck procedures, 
cochlear implants are grouped (assigned). A claim for surgery without the apparatuswill bc covered under 
DRG #49. The cochlear implant weightwas established based on thecost of 17 inpatient stays from February 1991 
to August 1993. This setof claims covered someWMP recipients but mostly personsnot covered byWMP. When 
a sufficient numberof inpatientclaims from a current periodof no more than7 years is available forWMP recipients 
receiving cochlear implants, a weight of calculating a weightwill be calculated based on those claims. The method 
is that described above for other weights. 
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5150 DRG Weights For MDC 15, Mental Diseases and Disorders 

The WMP has expandedthe nine standard diagnosis related groupings (DRGs) ofMDC 15 for Mental Diseases and 
Disorders. For eachof the DRGs, separate weighting factors are constructed fortwo age ranges: (’) over age 17 
and (2) age 17 and younger. The resultis 18 weighting factors. These weighting factors applyto hospital staysfor 
mental diseases and disorders in hospital institutions for mental disease (IMD) exceptin acute care hospitals and 
Milwaukee County Mental Health Center. 

A separate schedule of 18 DRG weighting factors are constructedthe Milwaukee County Mental Health Center 
(MCMHC) forhospital stays classified toMDC 15, Mental Diseasesand Disorders. Weights are calculated as 
described in section 5140.3 above using average cost byDRG forhospital staysin the MCMHC that are classified to 
MDC 15. 

As noted in subsection 5140.3, random anomalies and incongruitiesin the resulting weights are reviewed and 
adjustments madeif considered appropriate. 
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